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CONFIDENTIAL ROME 12216 

E.O. 11652: GDS 
TAGS: EFIN, IT, GW 

SUBJECT: SEPTEMBER MATURITY OF BUNDESBANK GOLD 
LOAN TO BANK OF ITALY 

PASS TREASURY AND FRB 

1. TREASATT ASKED MIN TREAS DIRECTOR GENERAL PALUMBO 
ON AUGUST 25 AND BANK OF ITALY DIRECTOR GENERAL OSSOLA 
ON AUGUST 26 ABOUT ITALIAN PLANS FOR REPAYMENT OR 
EXTENSION OF $1.5 BILLION STILL OUTSTANDING 

UNDER $2 BILLION GOLD COLLATERAL LOAN OF SEPTEMBER 
1974 EXTENDED BY GERMAN BUNDESBANK TO BANK OF ITALY. 
BOTH OSSOLA AND PALUMBO SAID THAT NO DECISION 
HAD BEEN MADE AS YET ON WHETHER PART OF THE REMAIN G 
AMOUNT OUTSTANDING WOULD BE PAID WHEN LOAN FALLS DUE 
AGAIN IN SEPTEMBER. (ORIGINAL AGREEMENT PROVIDED 
FOR SIXTH MONTH- LOAN RENEWABLE FOR UP TO 2 YEARS.) 

2. FACTORS WHICH ITALIAN AUTHORITIES WILL NO DOUBT 
WISH TO CONSIDER IN MAKING DECISION ARE: 1) RELATIVELY 
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(END JULY FIGURE WAS $1.9 BILLION, WHICH WILL BE IN- 
CREASED AS REST OF RECEIPT OF 1975 OIL FACILITY DRAWING 
OF MORE THAN $900 MILLION); 2) POSSIBLE IMPROVEMENT IN 
ITALY'S FOREIGN CREDIT RATING WHICH WOULD RESULT FROM 
FURTHER PARTICAL REPAYMENT OF GOLD LOAN; 3) RELATIVE COST 
OF ALTERNATIVE FORMS OF FINANCING (PALUMBO SAID THAT 
INTEREST RATE ON GOLD LOAN IS NOW ABOUT 6 PERCENT, 

CALCULATED ON THE BASIS OF A BASKET OF YIELDS ON 

DIFFERENT COUNTRIES' TREASURY BILLS); AND 4) PROSPECT FOR 

FURTHER DEFICIT IN BALANCE OF PAYMENTS IN 1976 AS 

RESULT OF ECONOMIC RECOVERY, WHICH WOULD CREATE CONTINUING 

FINANCING PROBLEM FOR MONETARY AUTHORITIES.VOLPE 
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